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A. Region overview B2KAPITAL'

_ N\ . N (. _ )
Country overview Country overview Country overview
« Population = 4,2 milion « Population = 2 milion «  Population = 7,2 milion
« GDP per capita = 10.400 U « GDP per capita = 18.700 U « GDP per capita =4.700 u
«  Credit rating (S&P) = BB «  Credit rating (S&P) = A «  Credit rating (S&P) = BB-
\_ O\ VAN J
. . N (... . h . . h
B2 in Croatia B2 in Slovenia B2 in Serbia
« Established in July 2013 « Established in August 2014 « Established in August 2014
«  Number of employees = 141 «  Number of employees =9 «  Number of employees = 10
J O\l /L J
. N . )
Country overview Country overview
« Population = 0,6 milion « Population =3,8 milion
« GDP per capita =6.300 U « GDP per capita = 4.300 U
«  Credit rating (S&P) = B+ «  Credit rating (S&P) =B
\_ /L J
_ N\ [/ )
B2 in Montenegro B2 in Montenegro
« Established in September 2014 »  Established in December 2016
+  Number of employees = 0* = Number of employees = 0*
/L J
*Collection activities outsourced
B2HOLDING®

Country overview data source: EUROSTAT, World Bank



B. Operations in general

1. Acquisition process
2. Portfolio onboarding

3. Collection overview
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1. Acquisition process

Public tender

Closed tender

Expesion of interest

A 4

7

Vendor providing
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2. Portfolio onboarding

Data onboarding

f

\.

Agreeing on import file
with the Vendor

\

J

A 4

\.

Comparing data after
purchase with data
disclosed during Sales
process

A 4

Importing portfolio
into the system
*highly sophisticated
software used

Documentation
onboarding

4 N
Taking over the
documentation

\ J

\ 4
Reconciliation of
received
documentation and
balance amount

\ J
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3. Collection overview

Retail portfolios Non-retail portfolios

4 ) 4 )
. « Case by case collection
= Mass collection _
. Key role = IT system = Key role = experienced
_ employees
= Amicable approach . Legal approach
\_ / \_ /
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C. Business drivers

« Growth potential
- Relatively new market
- Growing number of transactions and Vendors
- Legal legislation changes alowing NPL transactions (e.g. in Retail sector)

- New product types / Vendors
Insurance
- Other crediting institutions
- Telecom and utilities

» Challenges

- Market not fully developed
- Limited number of experienced employees
In some Counties certain licences needed for purchase of NPL portfolios

B2HOLDING® |8



C. Business drivers

» Licences/approvals for NPL portfolio purchase from the Bank
- Croatia
- Approval of Central Bank (in certain cases)
- Serbia
- Non-Retall portfolios i opinion of Central Bank
- Retall portfolios i banking licence
- Montenegro
- Opinion of Central Bank (in certain in cases)

s Licences/approvals for NPL portfolio purchase from other Vendors
. Slovenia
- Licence from Ministry of Economic Development and Technology

B2HOLDING® |9



C. Business drivers

»« Areas to improve
- Cost to collect

« Compliance

- Employees educated to use high ethical standards, soft communication skills and to communicate
with clients in accordance with Personal Data Protection Law

- Operating in compliance with Anti Money Laundering and Terrorist Financing Law
- Following changes in legislation (Compliance officer in charge in Croatia)

B2HOLDING® | 10



Agenda

1. Introduction to B2Kapital SEE
A. Region overview

B. Operations in general

C. Business drivers

B2 HOLDING®

Making eaciv other better

""','A?

2. Croatia at a glance by KF Finance

A. Economic Situation in Croatia

B. Political Situation in Croatia
C. Banking Sector in Croatia
D. NPLs in Croatia

E. Appendix

B2HOLDING® | 11



CROATIA AT GLANCE

OVERVIEW

19™ JANUARY 2017

Finance

Ljubljana =+ Zagreb =+ Belgrade



Recent Economic Developments

KF Finance

valuations & financial advisory

Ljubljana + Zagreb =+ Belgrade
2016 in review Graphs
m Inthe Q3 2016, growth strengthened for the eight consecutive quarter to GDP 2000 - 2015
2.8%, after six years of recession. This was the result of the growth in 50000.0 00
exports, increased private consumption, and a rebound of investment. .00
Growth was broad-based, with an encouraging performance from industrial 50000.0 400
production and retail trade and robust tourist and construction activityl. 400000 - Lo
m As the economy recovered, the labor market continued to improve, with the . i
survey-based unemployment rate dropping to 15.4% in the Q1 2016 (from 2 300000 200
16.1% in the fourth quarter of 2015) and kept dropping trough the year. 200000 (4.00)
There are already shortages of low-skilled workers in construction, tourism, (6.00)
and other seasonal services2. 100000 (800)
m Fiscal consolidation continued in 2016, with the general government deficit . (10.00)
declining to 2.1% of GDP through March, due to rising tax revenues and LI L PO PSP LD D&
social contributions and lower expenditures caused by the temporary v v L S
financing in effect in the first quarter after the November 2015 general ——GDP (EURm) GDP per capita (EUR) === GDP - real annual growth rate (%)
elections. At the end of May, public debt further declined to 83% of GDP1.
m  The European Commission (EC) decided not to step up the Macroeconomic Unemployment Rate 2000 - 2015
Imbalance procedure for Croatia because of a positive assessment of the 0
countryds National Reform Plan (NRP) andg Convergence Program.
However, the EC strongly recommended five measures: 16
- (1) reducing the general government debt ratio, with a fiscal adjustment of at 14
least 0.6% of GDP in 2017, and introducing a property tax and a debt 12
management strategy; = 10
- (2) penalizing early retirement, accelerating the transition to full retirement age, 8
and consolidating social benefits; 6
- (3) reducing fragmentation and harmonizing wage-setting systems across the 4
public administration system, reinforcing the monitoring of SOEs, and speeding 2
up the process of divesting state assets; 0
- (4) reducing para-fiscal charges and administrative burdens on businesses and g g g8 8 2 8 8 58 8 8 8 g o o 3 2
removing regulatory restrictions on professions; and & 8 8 8 R R R R 8 R /"R R R "R ®” §
- (5) improving the quality and efficiency of the judicial system and the tax —— Unemployment rate .
Source: CNB

treatment of nonperforming loans.

1 Central National Bank (CNB)
2 National Statistics Bureau (DZS)
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Unemployment
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Belgrade

Steady Decrease of Unemployment Graphs
® In Q3 2016 unemployment rate continued to decrease, but with less Unemployment 2000 - 2016
intensity compared to H1 2016. Number of unemployed persons decreased R 100000
by 4,2% in Q3 2016 while in H1 2016 average Q/Q decrease amounted to ‘ 400000'0 2
5,7%. Main driver of the decrease is new employment while deletion from F 2000 350000'0 £
registry due to inactivity and migration accounted for the remaining part of 2 300000'0 %‘
sl : >
decrease?2. 2 15.00 500000 %
. o = 200000.0 &
m Furthermore, the unemployment decreased in the beginning of Q4 2016, £ 10m 00000 E
and in October the unemployment decreased by further 3% when 5 100000'0 N
. < 500 Yoa
compared to Q3 average?2. As stated the decrease can partially be S 500000 E
connected with migration of people in developed EU countries as is shown z
by data of Croatian Central Bureau of Statistics (DZS), as well as by other 282333885883 32973498
EU countries bureaus of statistics. “HggoerewnSsadayggo®en
. ) . ) ) Number of unemployed persons e | Jne mployme nt rate
m According to Croatian National Bank (CNB) projections, the unemployment
rate in 2017. is expected to be below 14% with the same gross salary Unemployment Last 12 Months
growth as in 20;6. (1,8%), Whl!e th_e net salary should_ growth should be 20,00 250000.0
stronger due to income tax legislation changes effective from January 1st 18.00 <
20171. £ 16.00 2000000 é
}‘é 14.00 250000.0 3
— e
[ 2012 [ 2013 | 2014 | 2015 [ 2016 [ 2017 5 oo 2000000 ¢
Number of employed (1,2) (1,5) (2,0) 0,7 1,8 1,5 = 8:00 150000.0 2
Unemplc:-yme.nt rate 15,9 17,3 17,3 16,3 14,3 13,9 g 6.00 100000.0 “E
Average nominal gross salary 1,0 0,8 0,2 1,3 1,8 1,9 S 400 g
= 500 500000 g
=

w w w w w w w w w

11.16

11.15
12.15
10.16

MNumber of unemployed persons = | Jnie mployment rate

Source:

DZS

1 Central National Bank (CNB)
2 National Statistics Bureau (DZS)
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GDP
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Ljubljana =+ Zagreb =+ Belgrade
8 Consecutive Quarters of Growth Graphs
m Q32016 GDP real growth rate (gross) amounted to 2,9%, due to noticeable GDP
increase of services export which influenced net foreign demand to be 00
positive. At the same time production side calculation of GDP shows that 6.00 N _/'\
the annual growth in gross value added (GVA) of 2.7%, while the increase 400 2N N “'\-V" \d -~ .
was recorded in all industries1. 200 \ -~ e
-3 (2.00) '." JJ"‘J \v‘ /-‘_/
m According to Central National Bank (CNB), GDP growth is expected to be (4.00) |
2,8% at the end of 2016., due to high growth rates in exports of goods and (6.00) L/
services, boosting investment activity and a significant increase in personal {i{Lgl.gg))
consumption. In 2017 a slight acceleration of GDP growth (to 3.0%) is 23 gy gIgggdgeyesdsyassansg
expected, influenced by the effect of tax reform on personal consumption 282833 228228833 09909035938
and investment. The exports of goods and services continue to individually R
make the greatest contribution to the overall growth of GDP, but notable e Real growth rates, gross indices
increase of domestic demand is expected. Real growth rates —working-day and seasonally adjusted indices
m  When looking at different sources GDP growth is expected to be between GDP 2015 - Q3 2016
1,9% and 2,8% in 2016., while in 2017. GDP growth is expected to be 5500
between 2,0% and 3,2% with an average value of 2,4%.
L sowee ] Dae [ Joic | 07 00 —
Croatian National Bank (CNB) Dec-16 2,8 3,0 2.500 /\ /
Croatian Ministry of Finance Dec-16 2,7 3,2 2.00
European Commision Nov-16 2,6 2,5 = \/
Eastern Europe Consensus Nov-16 2,4 2,3 1.500
EBRD Nov-16 2,3 2,0 1.00
Addiko Bank Economic Research Oct-16 2,7 27 /
Raiffeisen Research Oct-16 2,3 2,5 .500
IMF Oct-16 19 2,1 B
ElaildBank ST e 20 2015-Q1 2015-02 2015-Q3 2015-Q4 2016-Q1 2016-Q2  2016-Q3
Min 1,9 2,0
Max 2,8 32 e Real growth rates, gross indices
Average L 2
—— 24 23 Real growth rates —working-day and seasonally adjusted indices Source: DZS

1 Central National Bank (CNB)
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Economy

Ljubljana + Zagreb =+ Belgrade
Record Tourism Saves the Day Graphs
s Havinggr own steadily in the H1 2016, Croatiads eco0nomMdulm@ftollayi tYy
accelerated further in the summer months of the year. The positive trends
were primarily supported by strong tourism performance and the i o 00 o
acceleration of recovery in personal consumption. = 60 002
m Positive labor market trends notwithstanding, concerns have been raised = 140 700 =
over a gradual decline in the labor force, partly caused by the outflow of 12.0 60.0
working age population, which has a diminishing effect on long-term growth 10.0 50.0
potentials. The annual consumer price decline decelerated substantially in 80 40.0
September and October from August, to a large extent due to energy price 6.0 20.0
trendsl. 4.0 20.0
m Favorable fiscal development6s continued, with the result that the general 2.0 10.0
government deficit contracted significantly compared with the first ten
months in 2015 and public debt remained almost unaltered from the end of 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
2015.1 - . :
m  Over 81 million overnight stays are expected to be recorded in 2016, about —Tou A ey Tourst Nights (1gh)  =2025 w/o pecember
10 million more than in 2015, while in 2017 their number could exceed 93 Tourism
million on the back of positive demand trends and planned investments. 200 20.00
Revenues from foreign tourists in 2016 are expected to exceed 8b EUR for 'g - -
the first time, and a new record is expected in 20172. = 20,0 20.00 %
m Following a pickup in economic activity in 2016, further strengthening of the % 50 00 &
Croatian economy and new tourism records in 2017, as well as a return of 5 100 S
inflation, continued wage growth, an exit from the EU's excessive deficit :g 50 J J J - ®
procedure, and a possible upgrade of Croatia's credit rating is expected. o | | -= . (10.00)
Both of the GDP components will feel positive effects of the tax reform, £ 116 2.16 216 4.16 516 616 7.16 216 0.16 10.16 11.16
which entered into force at the beginning of 2017. The aim has been to <
. . . . mmmm Number of Tourist Arrivals
create a stable, simple and sustainable tax system, while at the same time
unburdening businesses and households. mmm Number of Tourist Nights
Tourist Arrivals (year-on-year, change rates), %
= Tourist Nights (year-on-year, change rates), % Source: DZS

1 Central National Bank (CNB)

2 National Statistics Bureau (DZS) 32 HOI.D"\'G® | 16



Real Estate Market - Residential

Steady Decline in RE Prices for 8 Years

KF Finance

valuations & financial advisory

m Currently there are approximately 165,000 properties offered for sale in

Croatia, including 17,000 properties which entered the market in December.

In 2016, the fall in prices of old apartments was stopped and the market
began a slow recovery, although the prices of new apartments are still quite
low. Tax reform which entered into force on 1st January brought a slight
stimulus to the market through the reduction of property transaction tax rate
from 5% to 4%.

m Families which are searching for their first home lost with the tax reform,
since the exemption from payment of tax on property transactions for such
buyers has been abolished. However, if they buy the property in the second
half of the 2017. on loan, the government is expected to subsidize half of
their loan instalments for at least four years.

m Also, 2017 is probably the last year in which property owners will pay utility
fee, which should become a real estate tax in 2018. During 2017., the Tax
Authority and local government bodies will prepare a new model of taxation
which will take into account the size, quality and age of the property, and by
March 2018 everybody should receive at their home addresses a notice
about new amount of their tax liability. The real estate tax should be the
same or lower for older properties, and slightly higher for newer apartments
and houses then current utility fee.

m It remains to be seen how will the latest legislative changes affect the
real estate market, but the expectations are following:

- Stagnation of the market, with possible slight increase in transaction volume

- Price stabilization but not increase

- Polarization of the value. The real estates in Zagreb, and coast are likely to
stabilize the price wile price drop is expected in remaining parts of Croatia,
especially rural parts.

Ljubljana =+ Zagreb =+ Belgrade
Graphs
Residential RE Index (2010 = 100)
105.0
100.0
95.0
90.0
85.0
80.0
75.0
2010 2011 2012 2013 2014 2015 2016-Q1 2016-02
I Total MNew development  EEEEEE Existing development
— Fapreh e Cpast e Other
Source: CNB
Asking Price vs. Acchieved Price (EUR/sg.m.)
2000.0 20%
1800.0 18%
1600.0 16%
1400.0 14%
1200.0 12%
1000.0 10%
800.0 8%
600.0 6%
400.0 4%
200.0 2%
0%

2010 2011 2012 2013 2014 2015

mmmm Acchieved Price Asking Price e Difference (%)

Source: Burza nekretnina
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Real Estate Market - Retall
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Ljubljana +* Zagreb =+ Belgrade
Saturation in Zagreb, Opportunities in Secondary Cities Graphs
m Retail market is dominant in Croatia. Retail stock includes over 80 retail centers Zagreb GLA Stock and Number of Centers
and hundreds of retail warehouse units mainly occupied by FMCG retailers, 500000.0 0
furniture and homeware stores, and DIY stores.
m Several centers suffered from impact of crisis and tenants are attempting to 500000.0 20.0
renegotiate their leases to reduce costs. Landlords therefore made certain n [ | |
business decisions which consequently led to decrease in effective rent levels. 400000.0 - = 0
Despite a number of projects that have been negatively affected by the crisis, 200000.0
so far there has been no significant distress in the shopping center sector which 00
may have led to forced sales. Some chains (mainly FMCG) already present in 200000.0
Croatia are still expanding, yet at a slower pace than before, while development .
of large retail projects slowed down significantly in the last few years. 100000.0 I I I '
® The period between the start of 2005 until 2015 could be referred to as a i

golden decade of shopping center development. Most of the shopping center
stock in Croatia, namely 57 projects generating 1.05 million square meters of
gross leasable area were built during that period. 29 of them cover more than
10,000 sg.m. GLA each.

m There are currently 80 operating shopping centers (including retail parks and
outlet centers) in Croatia. Their total leasable area exceeds 1.45 million sg.m.,
out of which 35% is located in Zagreb and its metropolitan area. An average
shopping center in Croatia covers approx. 18,000 sq.m. GLA. The ratio of
shopping center space per capita in Croatia stands at approximately 339 sq.m.
GLA/1,000 inhabitants, which is approx. 60% higher than the European
average.

m Development opportunities can still be found, especially in secondary and
tertiary cities where retail parks could be the most appropriate solution
considering the smaller catchment area, but Zagreb shopping center market is
saturated and several subprime malls are in need of repositioning on the
market.

m Despitet he saturati on o ¢entet maketesdvérad trasshctopsp i n g
occurred in 2016. Most noticeable one was acquisition of City Center One East
& West by Morgan Stanley. .

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

 GLA

Number of SC

L _Asset | __Type | location | Seller | Buver |Priceim€)| GLA | €/GLA |

Super

S Supermarket  Zagreb

SubCity  Shopping |, oo

Centre centre

Super Velika

S Supermarket Gorica

Meridijan 165hopplns Zagreb
centre

City Center

One East/ Shopping Zagreb

City Center centres
One West

Agrokor

Agrokor

Agrokor

Agrokor

Manta /
Gradski
centar

Tower
Property
Fund
Tower
Property
Fund
Tower
Property
Fund
Tower
Property
Fund

Morgan
Stanley

28,75

220,00

13,15 3.223  4.080,63
12.259 2.344,92
8,81 5.510 1.598,90
15,68 9.362 1.674,64
90.000  2.444,44

Source: KF Finance
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Real Estate Market i Office & Industrial
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Ljubljana * Zagreb + Belgrade
Industrial Below European Average Graphs
m The industrial and logistics sector remains the least developed real estate sector in Prime Logistics & Distribution Rents (EUR/sg.m.)
Croatia, and is characterized by lack of modern Class A warehouse supply. Zagreb
area has a total industrial and logistics stock of approx. 900.000 m2, a small fraction o0
of which of can be classified as fimodernd6o by Europea standards. Zagreb area and
its satellite cities serve as the main focal point for business and location where =0
majority of the |l ogistic stock is situated. Muc of t cit industrial space is
situated in the old industrial zones located in the city outskirts, particularly to the 40
east and west of the city around Gi t nJan&dmir and Jastrebarsko.
m There are no indicators of change in prime rents within Zagreb area, which range =0
from 4 to 5,50 EUR/sg.m.. Rents for older and refurbished industrial premises are
also stable and range from 3 to 4,5 EUR/sq.m. Rents in other secondary and 20
terciary cities varies arounf 4 EUR/sq.m. while in the rural parts rent varies between
1to 2 EUR/sg.m. 10
Increase in A Class Off|ce Rent Vienna Zagreb Belgrade Bratislava Budapest
Zagreb Office Stock & Vacancy
m  The majority of office supply is located in Zagreb where almost all foreign and 1400000.0 18%
domestic companies present on the Croatian market have their headquarters. - 16%
Second-tier cities with significant office supply in Croatia are Split and Rijeka. At the 1200000.0 ' . 14%
end of 2015, total office supply in City of Zagreb stood at approx. 1,28 million sg.m. 1000000.0 i
. ; " . ; : - 12%
including A and B class competitive, owner-occupied and mixed-occupied buildings. 000000
The supply is still limited for requirements above 1.500 i 2.000 sg.m.. in quality ' 10%
buildings. Zagrebds office vacancy rate c ur aoemot ! S ENiE B % A ! s uitd di ngs
have significantly lower vacancy levels in comparison to B class buildings. New 2000000 6%
office completions in 2015 totaled 18.500 m2 of space (VMD Kvart Strojarska ' 4%
building B). 200000.0 I 20
m Average rent for A class buildings bottomed up following a gradual decrease in the o

past few years and currently stands at 12 EUR/sg.m. An increase in A class rent is
expected as a result of domestic economydés growth and smal
secondary rent across the city ranges from 8 to 10 EUR/sg.m. In older buildings m— Stock (sg.m.)
and buildings in suburban areas downward pressure on the rent levels is expected.

2007 2008 2009 20 ll|]

2011 2012 2013 2014 2015
pipeline. The

Vacancy Rate (% right)
Source: Colliers
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Currency Risk

Ljubljana + Zagreb =+ Belgrade

National Bank is Defending Kuna/Euro Exchange Rate Graphs
m  Currency risk exposure resulting from foreign currency-denominated debt is a Kuna Exchange Rate

source of vulnerability.
m Due to a low sovereign credit rating, Croatian companies encounter 2 - 3% 20

higher costs for long-term loans than their euro area peers. Larger private 11.0

corporations continue to borrow directly from abroad, and their borrowings from 10.0

domestic credit institutions are also often denominated in foreign currency. By 9.0

end 2014, 73.3 % of total corporate loans were denominated in foreign .

currency, exposing the corporate sector to currency risk. The share of non-kuna ' >

denominated loans is unevenly distributed across sectors: above average in 70

construction and real estate, but lower in trade retail and manufacturing. The 6.0

limited share of export (non-kuna) revenues from abroad amplifies the currency 50

risk in the construction sector, whereas the risk is mitigated in the hotel and 20

restaurant industry, which generate foreign currency revenuesl. 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

®  Household indebtedness is coupled with currency risk exposure due to the
banksdé practice of extending EUR and CHF
71,4% of total household loans were denominated in foreign currency, of which
over 53% in EUR and over 17%. in CHF (predominantly mortgage loans). The
appreciation of the Swiss Franc in January 2015 had a substantial impact on 20% 150.0

o n g—T&WHRT oaintEk, — BBt/ a2 0/MRY |

Kuna Exchange Rate YoY

households that had contracted mortgages in that currency and prompted - 140.0
government intervention. Moreover, the share of loans with variable interest 130.0
rate (variable within a one year period) is still very high. The risk of rises in the 10%
. . 120.0

repayment burden imposes a drag on household credit demand1.

= In period from 2002. to 2016. year over year (YoY) changes of Kuna to Euro 5% 1100
exchange rate varied between -1,5% and 2,1% with an average change of 100.0
0,1% compared to previous year. Monetary politics of the Central National Bank 0% 90.0
(CNB) is to defend Euro exchange rate and in 3 interventions in 2016. CNB o 200
acquired 430,5m EUR from the banks and additional 124,4m EUR from Ministry 5002 2003 2004 2005 2006 2007 2008 008 2010 2011 7012 2013 2014 3015 2016 ’
of Finance in order to keep the exchange rate stabile. CNB gross reserves
amounted to 14b EUR and the expansive monetary politics with a goal of mm— ELJR/HRK YoY CHF/HRK YoY
keeping the stabile exchange rate to Euro is one of a key area of focus for e EUR/HRK 2002 = 100) == CHF/HRK 2002 = 100
CNBL. Source: CNB

1 Central National Bank (CNB)
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